ETFS Trade idea
ETF Securities | The intelligent alternative | July 2018

US Defensive Equities Starting to Look Well Valued
ETFS S&P 500 High Yield Low Volatility ETF
ASX CODE:
ZYUS
•

U.S. market has been high growth since Trump’s election

•

This cycle looks like it may be turning

•

Investors wanting to retain U.S. exposure but remove the high
growth/high volatility companies should look at ZYUS

In this week’s ETFS Trade idea, we look at opportunities in defensive U.S. equities and show how it may be
a good entry point for ZYUS, which underperformed the broader market in 2017, but has picked-up in
recent months and had standout performance in 2016. ZYUS tracks the S&P 500 Low Volatility High
Dividend Index, which selects a portfolio of the lowest volatility stocks from amongst the highest yielding
names in the S&P 500.

The story in 2017 - defensives appeared to be out of favour
For most of 2017 the U.S. economy was in expansionary territory with GDP growth rising above 4%, the S&P
500 returning 22%, volatility remaining persistently low and normalisation of monetary policy accelerating.
Information technology stocks dominated, returning 39%, but other traditional growth sectors also
outperformed. Materials, consumer discretionary and financials all beat the benchmark.
Defensive sectors, which traditionally include utilities, consumer staples, health care and real estate, on the
other hand, suffered on two fronts. Firstly, the economic conditions of a growing economy and rising interest
rates were not conducive to above-market performance in sectors such as utilities, consumer staples and
telecommunications. Secondly, many companies in these sectors had become over-bought and over-valued in
the post-crisis scramble for stable returns and yield, where low volatility and equity-yield strategies gained
significant popularity. With rates rising and bonds starting to look more attractive, asset allocations shifted
causing under-performance in defensives in 2017 and into early 2018.

What has happened so far in 2018?
2018-to-date has seen the U.S. move further into expansionary territory, with GDP growth now sitting at
4.7% and the Federal Reserve having raised rates twice so far. However, signs of the expansionary cycle
moving into a later phase have started to appear in recent months. Long-term bond yields have stabilised,
inflation has picked-up and the S&P 500 has returned only 2.6% year-to-date. In addition, through a
combination of geo-political and economic events, volatility has returned, with the VIX peaking at 37.3 in
February and averaging 16.3 in 2018 compared to a maximum of 16.0 and an average of 11.1 for the whole of
2017.
Defensives are currently looking more attractive on a valuations basis than at any time in recent years. On a
relative-PE basis, utilities, consumer staples, telecommunications and health care sectors are all currently
trading at lower multiples than the S&P 500.
Even if the bull market still has further to run, now could be a good opportunity to re-allocate back towards
defensive sectors. While the economy is not yet showing any signs of slowing, if you believe the U.S. is
currently in a late-cycle boom, then it may be prudent to prepare for a sell-off in risky-assets.
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How does ZYUS’s sector allocation look?
As can be seen in Chart 1, ZYUS is currently most overweight real estate and utilities along with smaller
over-allocations to consumer staples, energy and telecoms. Information technology, health care and
financials are the biggest under-weights. Overall, relative to the S&P 500, ZYUS is 34% overweight to the
traditional defensive sectors, despite being 10% underweight health care, which is no longer considered to be
as defensive as it once was.

Chart 1 : Comparison of sector allocations of ZY US relative to the S&P 500
Sour c e: Bl oomb erg data as at 30 June 2018.

How has ZYUS performed relative to the S&P 500?
In 2017 ZYUS underperformed the S&P 500 by nearly 9.6% as technology stocks accelerated away. This
continued into early 2018 with ZYUS under-performing heavily in both January and February as the sell-off
in defensives picked-up pace. This contrasts with 2016, where ZYUS outperformed by 8.8% . Monthly
performance differentials are shown in Chart 3, below.

Chart 2: Monthly performances of ZY US relative to the S&P 500 since January 2016 on an AUD total return basis.
Sour c e: Bl oomb erg data as at 30 June 2018.

Since the end of February, however, ZYUS has outperformed in three of the four months and added 4.7% to
the S&P 500 on an AUD total return basis.

ETFS Management (A US) Limited
Suite 2a, Lev el 1 1, 309 Kent Street
Sy dney , NSW 2000
Australia

t +61 (2) 831 1 3488
e infoAU@etfsecurities.com.au
w www.etfsecurities.com.au

Pa ge

3

Volatility-wise, on a 90-day historic basis, the spread between the S&P 500 and the S&P 500 Low Volatility
High Dividend Index is currently at its lowest since 2012, as shown in Chart 3. Recently the low volatility
screening is providing a degree of risk-reduction even in a more concentrated, 50-stock portfolio.

Chart 3: spread between 90 -day rolling v olatilities of the S&P 500 and the S&P 500 Low V olatility High Div idend Index
Sour c e: Bl oomb erg as at 30 June 2018.

On a yield basis, the S&P 500 Low Volatility High Dividend Index is currently yielding 4.3%, which is more
than double the yield on the S&P 500 at 1.9%.
Lastly, it is worth recalling that, despite the recent underperformance, the low volatility/high dividend
strategy has outperformed the S&P 500 by over 6% per annum since the beginning of 2000, which
demonstrates its ability to outperform across cycles.

Chart 4: Total returns of the S&P 500 Low V olatility High Div idend Index and the S&P 500 (in US dollar s) since 1 January
2000. The Index is liv e since 17 September 2012, performance prior to this is simulated.
Sour c e: Bl oomb erg as at 30 June 2018.

How ZYUS invests
ETFS S&P 500 High Yield Low Volatility ETF (ZYUS) follows a rules-based strategy, tracking its
benchmark Index, and has the following features:
• ZYUS captures the performance of a selection of the high yielding companies from the S&P 500
Index and aims to provide stable returns with regular income.
• ZYUS selects the 50 lowest volatility names from a list of the 75 highest yielding stocks at each
rebalance.
• ZYUS is rebalanced semi-annually in January and July.
• ZYUS is weighted in proportion to the dividend yield of each constituent, meaning that the stocks
with the highest yields receive the highest weightings.
• ZYUS applies individual stock and sector caps to ensure diversification.
• ZYUS has an MER of 0.35% p.a.
• ZYUS has a Recommended rating by Lonsec.
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Summary
While low volatility and defensive sector strategies have underperformed over the past 12 to 18 months, with
the U.S. possibly moving towards the latter stages of the current economic cycle, it could be a good time to revisit these strategies. ZYUS provides a generally more defensive sector allocation than the broader market,
uses a low-volatility screening and produces a consistently higher yield.
ETFS S&P 500 High Y ield Low Volatility ETF factsheet
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DISCLA IMER
T h is document is communicated by ETFS Management (AUS) Limited (Australian Financial Services Licence No: 466778) (“ETFS”). This document
m ay not be reproduced, distributed or published by any recipient for any purpose. Under no circumstances is this document to be used or considered
a s a n offer t o sell, or a solicitation of an offer t o buy, any securities, investments or other financial instruments and any investments should only be
m ade on the basis of the relevant product disclosure statement which should be considered by any potential investor including any risks identified
t h erein.
T h is document does not take into account your personal needs and financial circumstances. You should seek independent financial , legal, tax and
ot h er relevant advice having regard toy our particular circumstances. Although we use reasonable efforts to obtain reliable, com prehensive information,
w e make no representation and give no warranty that it is accurate or complete.
In v estments in any product issued by ETFS are subject to investment risk, including possible delays in repayment and loss of income and principal
inv ested. Neither ETFS, ETFS Capital Limited nor any other member of the ETFS Capital Group guarantees the performance of any products issued by
ET FS or the repayment of capital or any particular rate of return therefrom .
T h e value or return of an investment will fluctuate and investor may lose some or all of their investment. Past performance is not an indication of
fu ture performance.
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